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Dear Applicant, e

We have considered your application for recognition of exempticn f 5m Federal income tax under section’
501(c)(3) of the Code and have determined that you donot qualify for exemption under that section. Our

reasons for this conclusion and the facts on which it is based explained below. "

created 6n”,'ﬂw Trust Agreement
the agreement state that the trustee ;D
uld hold the property transferred to it

and make quarterly payments from the net income to (IR,
property would be divided into two shares; the first totaling ¥ of U
otalingdll#%. The larger share was to be distributed to TN : . The
remaining share, to be held or disposed of for the primary benefit of & 1£ v is
deceased, her portion passes to her son. The Trustee shall pay ¥ «able year of the Trust
during her life. Upon her death, such Trustee shall pay to her son, if he survives her,
during his life an annuity amount equal ercent of the Initial fair market value of the assets

constituting the Trust. Upon the deaths of both SRR ! property remalning in this Trust shall be -

P9 in vach ta

distributed to the PG _
ied on SR and the Trust was funded on T, s gned a
Disclaimer of Trust Interest on ~ walying her rights to the charitable remainder annuity.

Her son —'emlncd as the soles non~charitable beneficlary of the Trust. On
: a3 dedicated in bonor of Y. o the

b

The Trust claims to be 2 Charitable Rcmlndcf;\.n?i\ul‘tyl Trust;:;described in Section 664 of the Internal
Revenue Code. A Charitable Remainder A'nmtityi'(mst {satrustersr o o7 '
e ,_;-;3::}"\; L
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(A) from which a sum certaln (which ls not less than S% of the Initial net falr market
value of all property placed in trust) Is to be pald, not less often than annually, to one or more

- persons (at least one of which is not an organization deseribed In sectlon 170(c) and, in the
case of individuals, only to an individual who'is living at the time of the creation of the trust)

for a term of years (not in excess of 20 years) or for the life or lives of such individual or
N TS weoag ibe L L

individuals, _ MR A
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(B) from which no amount other than the payments described In subparagraph (A) may
be paid to or for the use 0 any n other than anhprgmlzaﬁon described in § ction 170(c),

and
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©) following the termination of the péymcm; described in subparagraph (A), the
remainder interest in the trust is to be transferred to, or for the use of, an organization
described in section 170(c) or is to be retained by the trust for such a use.
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Internal Revenue Code section 4947(a)(2) defines a split Interest trust as a trust that (a) Is not exempt under
IRC 501(a), not all of the unexpired interests in which are devoted to one or more of the purposes described

in section 170(c)(2)(B), and which has amounts in trust for which a charitable deduction was allowed under
certain sections of the Code. TR N T

There are three common types of split Interest trusts, which !}iélucie b&led income funds as described in
IRC 642(c)(S); charitable remainder trusts desc_lebed In seq}lon 664, gnd ;h;ritable lead trusts.
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Section 501(c)(3) of the Code provides for the exemption from Federal income tax of organizations, which
are organized, and operated exclusively for religious, charitable and educational purposes, no part of the net
earnings of which inures to the benefit of any private sharcholder orllqd,lvldual_.
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Section 1.501(c)(3)-1(a)(1) of the Income Tax Regulations holds that to qualify under section 501(c)(3),
one must establish that they are both “organized and operated” exclusively for one or more exempt

purposes. Fallure to meet either the organizational or operatlonal test will disqualify an organization from
exemption under section 501(c)(3). AT T

\

Section 1.501(c)(3)-1(b)(1)(i) of the Income Tax chulatidns states that an organization {s organized

exclusively for one or more exempt purposes if its articles imit the purposes of such organization to one or
more exempt purposes. g el

Section 1.501(c)(3)-1(b)(1iii) of the Income Tax Regulations states that an organization I not organized
exclusively for one or more exempt purposcs if its articles expressly empower the organization to carry on,
otherwise than as an insubstantial part of its activities, which In themselves are not in furtherance of one or
more exempt purposes, even though such organization is, by terms of such articles, created for a purpose
that is no broader than the pu: roses specified in section 501()3). , - ;i

Scction 1.501(c)(3}+1(b)(2) of the Income Tax Regulatioas states the term “articles of organization™
includes the trust instrument, the corporats charter, the articles of assoclation, or any other written
instrument by which an organization is created.: oo,

Section 1.501(c)(3)-1(c)(1) of the Income Tax Regulations states that an organization will be regarded as
operated exclusively for exempt purposes only if it engages primarily in activitics to accomplish one or
more exempt purposes listed in section 501(c) (3) of the Code.” An organization will not be so regarded if
more than an insubstantial part of iis activities is not in furtherance of an exempt purpose. Thus, in
construing the meaning of the phrase “exclusively for educational purposes” in Better Business Bureau v,
United States, 326 U.S. 279 (1945), the Supreme Court of the United States stated, “This plainly means that

the presence of a single non-educational purpose, if substantial in nature, will destroy the exemption

regardless of the number or importance of truly educational Pm'poscs -
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Section 1.501(c)(3)-1(d)(1)ii) of the Income Tax Regulations provides that an organization Is not
organized or operated exclusively for exempt purposes unless it serves a purlic rather than private interest.
Thus, to meet the requirement of this subparagraph, it is necessary for an organization to establish that it is
not organized or operated for the benefit of private Interests such as designated Individuals, the creator or
his family, shareholders of the organization or persons controlled, directly or Indirectly, by such private
interests. Moreover, even though an organization may have exempt purposes, it will not be considered as
operating exclusively for such purposes, if more than an insubstantial part of its activities serve private

interests. An organization's founders, directors or officers may not by reason of their position acquire any
of its funds. Lo ‘ AU
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Section 1.501(c)(3)-1(c)(2) of the Income Tax Reét‘iladon;_ provides that an dfginlzmion Is not operated
exclusively for exempt purposes if its net carnings inure in whole or in part to the benefit of private
individuals, . e @
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In | 326 U.S. 279, the Supreme Court held
that the presence of a single noncharitable purpose, if substantial in nature, will preclude exemption under
section 501(c)(3) of the Code. regardless of the number 9{_[11‘_1ponAnce of truly charitable or educational

purposes,

In Carrie A, Maxwell, Pasadens .2 TCM 905 (1943), the court held
that a trust set up for the benefit of an aged clergyman and his wife was not exempt because the trust was )
ruled to be a private trust and not a charitable trust. The trust was set up for the benefit of individuals, and

not a charitable class. The court denied S01(c)3) status despite the fact that the beneficlary was truly a
nesdy person. ' Lo C

In Revenue Ruling 57-449, 1957-2 C.3. 622, a trust created to pay a certain sum to all the individuals
enrolled in a certain school on a particular dete was held to be a privats trust, not a charitable trust,
Your organization was created to be a Charitable Remainder Annuity Trust within the méaning of Internal
Revenue Code section 664. The Trust is also a split interest trust as defined in section 4947(a)X2) of the
Code, in that it is a charitable remainder annuity trust described in section 664 of the Code, and all of the
unexpired Interests are not devoted to one or more of the purposes described in section 170(c)(2)(B) of the
Code. Charitable remainder annuity trusts are exempt from Federal income tax under section 664; they are
not exempt from Federal income tax under section 3Q1(a) of the Code. o, : -
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The trust does not meet the operational test under section S01(cX3) of the Code because its primary activity
consists of providing annuity payments to designated persons. - As the provision of the annuity is a
substantial part of the trust's activities, the trust does hot meey the requirements of section 1.501(c)(3)-
1(cX1) of the Regulations. The trust is operated to further the private Interests of the non-charitable
beneficiary; it does not meet the requirements of section' 1,50 (eX3)-1(d)(1 i) of the Regulations,

The trust serves the private intorests of designated individuals;:Therefore, the organization oes not qualify
for exemption under section 50 1(¢)(3) of the :Cpgghbcga; ¢ it Is not organized and operated exclusively for
e meaning of sec ) of the Co. L
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one or more exempt purposes within mc‘mign}gg ot;’s"c?‘e:e ion 3( l(g){3




‘. district office, If someone who Is not one of your princlpal
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If you do not agree with our dqtcrmlnadoq, you may request conslderation of this matter by the Offi
; Reglonal Director of Appeals.’To do this, you should file 3 written appeal as explained in the enclosed :
Publication 892. Your appeal should glve the facts, lay, and any other Information to support your i
position, If you want a hearing, please request It when you fll¢ your ‘appea] end you will be contactzd to '
arange a date, The hearing may be held at the reglonal office; ‘or if you request, at any mutually conveujent -
al offlcery will represent you, that p
/* 1o flle a power of attorney or lux WgWC L with D jﬁpﬂ P*‘%“ A
by i : 5 VY i 1\? b2 ;"’ , 2 “ [Uh AL :lpft KRR e ‘ " '
- Ifyou do not appeal this de ermination thin day;Vf;gr_;i @:.d&t&f})f_ this letter, s explained W
+ Publication 892, this | become our final determination |g this matter, {Furthier, If you do not appeal
_ . this determination In a timely manner, It will be considered by,the yenue.Service ay a fallure to

»

" exhaust administrative renicdlcs.'it‘Sccglon‘Nz8(b)(2),o{,tr;.q;g9gc provides: in part, that “A declaratory
d.‘ L4

. Judgement or decree under this section shall not be issued in any ding tnless the Tax Court, the*

* Clalms Court, or the district court of the United States for the District of Columbla determines that the
organization lnvolved has ¢xhausted adminlstrativg remedies avallablg 19 jt within the Internal Revenue *
© Service.", Appeals submitted which do ugxgptatlg;n;rd%gircd‘by
~ beretuned for completion, &4, itk GRSt SRR b ;
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